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THE RACIAL WEALTH GAP INCREASES FOURFOLD

KEY FINDINGS

Following the financial tra-
jectories of the same cohort
of families between 1984
and 2007:

The wealth gap between
whites and African
Americans increased
more than 4 times, from
$20,000 to $95,000.

Middle-income white
households had greater
gains in financial assets
than high-income Afri-
can Americans; by 2007,
they had accumulated
$74,000, whereas the
average high-income
African American family
owned only $18,000.

In 2007, one in ten Afri-
can-Americans owed
at least $3,600, almost
doubling their debt
burden since 1984.

At least 25% of African-
American families had
no assets at all to turn to
in times of economic
hardship.
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New evidence' reveals that the wealth gap between white and African-American
families has more than quadrupled over the course of a generation. Using eco-
nomic data collected from the same set of families over 23 years (1984-2007), we
find that the real wealth gains and losses of families over that time period demon-
strate the stampede toward an escalating racial wealth gap. This report is the first
in a series that audits the growth of the racial wealth gap over the past generation.

Wealth, what you own minus what you owe, allows people to start a business, buy
a home, send children to college, and ensure an economically secure retirement.
Without wealth, families and communities cannot become and remain economi-
cally secure. Recognizing the importance of building wealth over a lifetime, our
nation has created public policies that provide incentives and subsidies for asset
building activities. However, reforms are needed to ensure that such opportunities
and rewards are distributed equitably.

Accelerating Racial Wealth Gap

In 23 years, the racial wealth gap increased by $75,000, from $20,000 to $95,000.
Figure 1 underscores the dramatic growth in financial assets (excluding home eg-
uity) among white families from a median value of $22,000 to $100,000, while at
the same time showing that African-Americans saw very little increase in assets (in
real dollars). The growth of the racial wealth gap significantly affects the economic
future of American families. For example, the racial wealth gap in 1984 amounted
to less than three years tuition payment for one child at a public university. By
2007, the dollar amount of the gap is enough to pay full tuition at a four-year pub-
lic university for two children, plus tuition at a public medical school. The gap is
opportunity denied and assures racial economic inequality for the next generation.

Figure 1: Median Wealth Holdings 1984-2007
(Not including home equity)
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What Happened in the Past 25 Years?

The racial wealth gap results from historical and contemporary factors but the disturbing four-fold in-
crease in such a short time reflects public policies, such as tax cuts on investment income and inheri-
tances which benefit the wealthiest, and redistribute wealth and opportunities. Tax deductions for
home mortgages, retirement accounts, and college savings all disproportionately benefit higher in-
come families. At the same time, evidence from multiple sources demonstrates the powerful role of
persistent discrimination in housing, credit, and labor markets. For example, African- Americans and
Hispanics were at least twice as likely to receive high-cost home mortgages as whites with similar in-
comes. These reckless high-cost loans unnecessarily impeded wealth building in minority communities
and triggered the foreclosure crisis that is wiping out the largest source of wealth for minorities.

Broken Chain of Achievement

For African-Americans, the data shows that income equality doesn’t lead to racial wealth equality.
Figure 2 provides a more nuanced picture of wealth holdings by looking at families by income groups in
1984 (the base year for family wealth data). Households are divided into income thirds: low-income,
middle-income group and high-income. This figure shows two important findings.

1. The great wealth produced in this period accrues primarily to highest income whites, and

2. Job achievements cannot adequately predict family wealth holdings given the huge disparities in
wealth between whites and blacks in the same income categories. While those who begin the pe-
riod with roughly similar incomes would be expected to have the same opportunities to build
wealth, the differences in accumulation by race remain stark even accounting for income.

Most notable is the large gap in wealth among the highest income whites and blacks. By 2007, the av-
erage middle-income white household accumulated $74,000, whereas average high-income African
Americans owned only $18,000.

The result is a wealth gap of $56,000 for an African American family earning more than $50,000 in 1984
compared to a white family earning about $30,000 in the same year.

Figure 2: 1984-2007 Median Wealth Holdings by Income in 1984
(Not including home equity)
$250,000
High-Income Whites
$200,000 -
» $150,000 -
3
o)
[a)]
N~
3
«  $100,000
/ Middle-Income Whites
$50,000 -
L High-Income African Americans
/ N ~_Middle-Income Aifrican Americans
~— \ g A A g " g 2 4
$0 ‘ : : : :
1984 1989 1994 1999 2003 2007




Debt Increases for the Poorest African American Families

Economic stagnation and decline was experienced by both low-wealth whites and low-wealth African
Americans. However, African-Americans were found to be more likely to have very low levels of
wealth. In fact, for every year of the study at least one in four African-American families had no assets
all.

The increase in negative
wealth experienced by many
households at the lowest po-
sitions on the wealth distribu-

Figure 3: Bottom 10 Percent of Wealth Holdings
1984 and 2007
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Why Do People of Color Rely on Debt

The growth of debt comes after years of deregulation of the lending market. The segmentation of the
mortgage lending market highlights a general trend in lending in which low-income people and con-
sumers of color pay more for accessing credit. In credit-starved minority communities across the coun-
try, the deregulated market brought a proliferation of high-cost lending, including securitized subprime
and predatory loans, payday lending and check cashing stores. With greater numbers of families strug-
gling with ever-growing debt, that far outstrips their income and savings, many low-income and minor-
ity households must turn to costly lending products because they have no other options. Minorities
and low-income consumers resort more frequently to credit card debt and other forms of high cost
debt in the absence of assets. A Consumer Financial Protection Agency that ensures fairness for con-
sumers of all financial products would help equalize and regularize the terms on which cash-strapped
families are borrowing to make ends meet.

Closing the Racial Wealth Gap

Efforts to increase asset-building opportunities for low and moderate-income households have ex-
panded as the importance of assets for economic stability and mobility becomes more fully recognized.
But, as the data show, these efforts are not yet strong enough or at scale to make a significant differ-
ence in people’s lives.

The data presented here reveal that income alone does not tell the story of economic security or fu-
ture opportunities. African-Americans who have work hard at well-paying jobs to achieve the American
Dream are still not able to achieve the wealth of their peers in the workforce, which translates into
very different life chances. We can do much more to support wealth building for vulnerable families.
Universal policies alone will not address the race gap; wealth building opportunities must be targeted
to families of color whose lives are made even more precarious by not having enough assets to make
ends meet when economic challenges arise.

A U-Turn is needed. Public policies have and continue to play a major role in creating and sustaining
the racial wealth gap, and they must play a role in closing it

Endnotes

1 Data from the Panel Survey of Income Dynamics provide information on changes in wealth of families headed by an adult
(age 25-55) in 1984.

2 Home equity was not included in these analyses as housing is not a financial asset that can be tapped into without re-
placing it.
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The Institute on Assets and Social Policy (IASP) is a re-
search institute at the Heller School for Social Policy
and Management at Brandeis University, dedicated to
promoting a better understanding of how assets and
asset-building opportunities improve the well-being
and financial stability of individuals and families left out
of the economic mainstream. IASP pursues its mission
through original research, policy analysis, program
evaluation, technical assistance, community engage-
ment, organizational capacity building, and leadership
development. IASP’s work includes:

® (Creating New Measures and Evidence of Asset Well-Being
® Analysis of Asset Formation Opportunities

® Evaluation of Scope and Delivery of Asset Building Programs
and Services

® Formation of Partnerships and Collaborations with Policy-
Makers, Constituency Organizations, and Communities

® Dissemination Resources, Tools, and Products to Expand
Knowledge, Practice, and Action

® Training of Future Leaders in Asset Development
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